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ECONOMIC INDICATORS* 


Income & Production 
(In millions of L.E.) 


PY FY 
1980/81 1981/82 
Preliminary targeted 


19,209.8 21,881.4 
12,409 15,884 19, 373.8 21,031.64 
11,938 15,639 15,808.3 17,943.4 
GDP Per Capita 303 376 42: 469 
Population (Millions) 41.0 A2.2 42.8 44, 


1979 1980 


13,213 16,384 





(Market 
(Market 


GDP (factor 


Labor Force 
(Millions) 10.7 11 0 LS aS 


Balance of Payments 
(In millions of U.S. dollars) 





FY FY 
1979/80 1980/81 


Exports 9 
Petroleum Petroleum Products 
Cotton & Cotton Products 

Imports 

Trade Balance 

Services Receipts 
Tourism 
Suez Canal 
Worker Remittances 
Income Investment 


Services Payments and Transfers 
Investment 


Current Account Balance 


1979 
Trade with U.S. 


U.S. Exports to Egypt 1,430 
U.S. Imports from Egypt 400 


For converting items from L.E. 


rate of exchange (L.E. 1 = $1.43) 


through 1980/81. 


is used for 


3,385 
(2,140) 


(700) 
7,230 


3,843 


4,940 
~ (920) 
(660) 
(3,000) 
(360) 
1,850 
(500) 


-820 


1980 


(an midisons of U.S Dollars) 


1,900 
460 


into $, the previous official 
transactions 


4,330 
(2,740) 
(590) 


8,570 
-4,240 


9,415 
(1,135) 
(780) 
(3,000) 
(500) 


2,380 
(770) 


=1,240 


Jan-Sept 
Leal. 


1,700 
320 


Exclusive of transactions of foreign oil companies. 
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Money & Prices 
(In millions of L.E.) 
June OC. 
1979 1980 1981 1981 


Money Supply Jp aaa tgese 10,396 12,034 


Bank Credit to the Public 
Sector (gross) 9055 11,130 Li, 170: 11; 986 


Bank Credit to the Private 
Sector (gross) 2,396 3,480 4,167 $,253 


Net Foreign Assets -2,141 -1,653 -964 -1,050 


Price Indices? (annual 
change during period) 


Wholesale Ek 16.9 
Retail 9.8 LST 


Public Finances * 
(In millions of L.E.) 


Revised Actuals Revised Budget 
Revised Actuals Estimates 
FY 80/81 FY 81/82 


Revenue 6724 8169 
Current Expenditures 5297 7288 


Government Expenditures 3144 4224 
Public Authorities 295 450 
Subsidies 1600 2000 
Other 259 614 


Investment Expenditures 2700 3845 
Total Expenditures 7997 11133 
Deficit -1274 -2963 


Foreign Financing (net) 591 812 
Drawings LAk3 1655 
Amortization and Interest -523 -842 


Domestic Financing (net) 683 2152 


Banking System -437 283 
Non-Banking System 840 1118 
Other (inc. errors) 280 750 


3 The price indices represent the official GOE market basket 
which is heavily weighted with subsidized items. Thus, real 
inflationary pressures are stronger than reflected here. 


4 Note that the GOE changed its budget presentation format for 
1981/82. Figures shown are a rearrangement of GOE budget 
data. GOE has stated that budget is balanced, thus obviating 
deficit financing in 1981/82. 

Sources: Central Bank of Egypt, CAPMAS, IMF, IBRD 





SUMMARY 


Egypt enters 1982 with its political strength reconfirmed 
and with renewed determination to move effectively on 
increasing economic challenges. The tragic assassination 
of President Sadat deprived Egypt of a great and bold 
leader. Under his stewardship, the Egyptian economy 

was reinvigorated in the 1975-81 period. Egyptian 
political institutions proved fully up to the test 

as the transfer of power to President Hosni Mubarak 

was accomplished swiftly and smoothly, in full accord 
with the Egyptian constitution. 


President Mubarak has taken a strong grip on the reins 
of leadership. Immediately upon election to the Presidency, 
he committed himself to continuity of President Sadat's 
policies, both external and domestic. On January 3, 
President Mubarak installed a new "economic team," 
placing new men in most of the key economic Cabinet 
Slots. The new team, led by Prime Minister Fouad 
Mohieddin and Deputy Prime Minister for Economic and 
Financial Affairs Mohamed Abdel Fattah Ibrahim, faces 

a difficult balance of payments situation and a number 
of more fundamental economic problems. 


Egypt's economy has progressed very well over the past 
five years, with annual real GNP growth rates in the 
range of 8 to 10 percent. This growth had been in large 
part due to rapidly growing foreign exchange revenues 
from four key activities -- petroleum exports, workers' 
remittances, tourism, and Suez Canal traffic -- supported 
as well by significant amounts of foreign assistance. 

The Egyptian agricultural and industrial sectors have 
grown only modestly and have contributed little to 
foreign exchange earnings. 


The growth in these major foreign exchange earners 

began to level off in 1981 while imports (particularly 
food imports) continue to grow rapidly. The figures 

for Egyptian Fiscal Year (FY) 1980/81 ending June 30, 
1981, show a deterioration in both the trade and current 
account balances. The 80/81 trade deficit, $4.2 billion, 
was ten percent above the 79/80 deficit. The overall 
current account deficit of $1.2 billion is about fifty 
percent above the 79/80 level. Commodity exports continue 
to be dominated by exports of petroleum and related 
products ($2.75 billion) which made up nearly sixty 

five percent of the total. Cotton and cotton products 
are a distant second. Major service receipts include 
workers' remittances ($3 billion), tourism revenues 

($1.1 billion) and the Suez Canal tolls ($800 million). 
Imports continued their rapid growth, climbing by 19 
percent in 80/81. 
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While the capital account for FY 1980/81 has not yet been 
released by the Central Bank, preliminary indications are 
that the flows were in line with recent levels. Gross 
inflows (disbursements) of official foreign assistance 
remained steady. Direct foreign private investment flows 
in 1980/81 are estimated at $1 billion, two-thirds going 
to the petroleum sector. Overall, GOE foreign exchange 
reserves dropped by about $350 million during the 1980/81 
fiscal year, finishing at their pre-oil boom level of 
about $700 million (about one month of imports). During 
the early months of the 1981/82 fiscal year, foreign 
exchange reserves again rose to above $1 billion, 

largely due to the imposition on commercial banks of 

a requirement to deposit 15 percent of foreign exchange 
holdings with the Central Bank. 


Even with the soft international oil market, the petroleum 
industry continues to be the strongest sector of the 
economy. The outlook for production and exploration 
continues favorable for 1982. The government is moving 
ahead with ambitious plans to develop the heretofore 
largely neglected gas resources. 


Future growth of the Egyptian economy will be heavily 
influenced by the government's ability to deal with 
serious structural challenges. In particular, per- 


vaSive cost/price distortions, arising out of the 
difficult adjustment from a completely controlled to 

a more open economy, continue to have unfavorable long- 
term implications for the Egyptian economy by distorting 
investment decisions, encouraging excessive consumption 
and discouraging productivity improvements and production 
for export. The effort to hold prices constant has placed 
an increasing burden on government resources as the cost 
of subsidy programs has risen with world prices and 
domestic consumption. President Mubarak has underscored 
the need for fundamental reforms and has initiated a 
series of studies and public debates. 


Economists have suggested a number of specific reforms. 
The government is reviewing all options and is expected 
to come up with its own economic strategy, including 
specific reforms in time for implementation as part of 
the budget for FY 1982/83 which begins on July 1, 1982. 
Policy issues under review include energy pricing, 
exchange rate policy, domestic interest rates, targeting 
subsidies, public sector reform, encouragement of the 
private sector, revised investment priorities, agri- 
cultural pricing, and import rationalization. 
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The government's budget deficit remains large. The 
overall fiscal deficit, by standard accounting methods, 
was about $1.2 billion in 1980/81 and is projected to 
rise to nearly $3 billion in 1981/82 (15 percent of GDP). 
Based on its own accounting system, the Egyptian govern- 
ment projected a budget surplus on current expenditures 
and revenues for the current 1981/82 budget. That budget 
was to finance the capital and investment budgets without 
recourse to domestic borrowing. Any borrowing from the 
banking sector would require People's Assembly approval. 
Shortfalls in some revenue sources and unanticipated 
expenditures connected with the recovery of the Sinai 
have now led the government to seek People's Assembly 
approval for a supplemental budget. 


The Egyptian Government remains committed to the basic 
principles of the Open Door Policy begun by President 
Sadat in 1974 but is placing increased emphasis on 
productive investments which will benefit all Egyptians. 
While the public sector will retain the predominant role 
in the economy, the private sector, both indigenous and 
foreign, is playing an increasingly important role. 


The United States assists in Egypt's economic development 
through both official and private channels. American 
economic assistance commitment to Egypt has been at an 
annual level of over $1 billion for the last six years. 

In addition, the U.S. is providing substantial long-term 
financing for Egyptian military procurement through the 
Foreign Military Sales Program. In 1981, the U.S. continued 
as Egypt's leading trading partner, providing about twenty 
percent of total Egyptian imports. U.S. exports in 1981 
are estimated at $2.2 billion, 16 percent higher than in 
1980. Egyptian exports to the U.S., mainly petroleum 
products, are only about a half a billion dollars annually. 


Many U.S. firms have responded to Egypt's efforts to 

attract foreign private investment. U.S. investors have 
readily entered the petroleum and banking sectors. U.S. 
firms have played a key role in petroleum exploration 

and production since the mid-1960's. The large internal 
market, favorable investment legislation (law 43), political 
stability, and location make selected investments attractive. 
Unfortunately, some investors have been deterred by bureau- 
cratic obstacles, disappointing follow-through on specific 
commitments, and occasional divergent treatment between 
public and private sector firms. Egypt is making efforts 

to clarify the investment situation and to speed up and 
centralize the investment approval process so as to attract 
new investors into Egypt's priority sectors. 
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Export opportunities for U.S. firms are considerable. 
The large U.S. economic assistance program has been 

of great assistance to some U.S. firms in marketing 
their products and services in Egypt. Egyptian 
government agencies and private businessmen have a 
generally favorable view of U.S. products and services. 
Although doing business in Egypt is not always easy, 
sales prospects are good in areas such as agricultural 
commodities, agribusiness and food processing equipment, 
electrical power and distribution equipment, transporta- 
tion equipment, computers, and telecommunications 
equipment. 


CURRENT SITUATION 


The Egyptian economy has performed very well statistically 
in the past five years. Annual real GNP growth has 
averaged 9 percent, a strong performance by any standard. 
The average Egyptian is, we have no doubt, better off 
economically than he was a few years ago. However, the 
economic challenges now facing the Egyptian Government 
are very complex and serious. The year 1982 is likely 

to be one more of consolidation, rationalization and 
reform, rather than continued acceleration. The govern- 
ment is giving top priority to developing an economic 
strategy that emphasizes investment for production rather 
than consumption and that deals with the increasing 
economic distortions and minimizes the strain on the 
political and social fabric of the society. 


Political Situation 


While the assassination of President Sadat on October 6, 
1981, cost Egypt, as well as the world, a great leader, 
Egypt has overcome a tragic event in an impressive fashion. 
President Hosni Mubarak was elected to the Presidency in 
a process which adhered scrupulously to Egypt's consti- 
tutional procedures that, together with many of the 
country's political institutions, were the legacy of 
President Sadat. He moved swiftly to assure the Egyptian 
public and the world that he would continue President 
Sadat's domestic and external policies. In his first 
months in office, President Mubarak has established 
himself as an able and popular leader, fully up to the 
challenges of the presidency. 


On January 3, President Mubarak announced major Cabinet 
changes. He named Fouad Mohieddin as Prime Minister, a 
post President Sadat had held himself. The key post of 
Deputy Prime Minister for Economic and Financial Affairs 
went to Mohamed Abdel Fattah Ibrahim, the former Governor 
of the Central Bank of Egypt. Ahmed Ezz El Din Hilal 
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retained his post as Deputy Prime Minister for Production 
and Minister of Petroleum. New Ministers were named 

for Economy, Finance and Planning (former Deputy Prime 
Minister Meguid had held all these portfolios), and 

new ministers were appointed for both Industry and 
Mineral Wealth and Tourism and Civil Aviation. 


Basic Government Economic Policies 


President Mubarak has made clear his intention to follow 

the direction of President Sadat's policies in economic’ 

as well as political areas. He convened a major "Economic 
Conference" in mid-February 1982 where a select group of 
economists from all sectors and all schools of thought 

joined with government leaders to debate the current economic 
Situation and policy alternatives. 


On November 8, President Mubarak gave a major economic 
speech to a joint session of the People's Assembly and 
the Shura (Advisory) Council. He clearly stated that 
domestic economic issues were his top priority and that 
the Open Door Policy would be maintained, but refocused 
on "productive investments" to benefit the majority of 
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Egyptians. The President's "seven points" include: 


(1) Rationalizing consumption and directing 
savings toward productive activities; 


solving the housing problem; 


targeting subsidies on those who are truly 
needy; 


eradicating extravagant public and private 
spending; 


dealing with the shortage of skilled and 
trained labor; 


revising import policy; and 
strengthening the public sector. 


Economic Environment 





Egypt's strong, if not spectacular, economic performance 
of the past five years has been to a great extent founded 
on four key sectors - petroleum, workers' remittances, 
tourism, and Suez Canal tolls. The growth of the agri- 
cultural and industrial sectors has been induced primarily 
as a result of the growth in other sectors and has 
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failed to keep pace. The four major foreign exchange 
earning sectors, plus capital inflows through foreign 
assistance, have provided the foreign exchange necessary 
to cover most of a rapidly growing import bill over the 
past five years. As Egypt enters 1982, there are signs 
that the growth in revenues from these key sectors is 
leveling off, while at the same time imports, particularly 
food imports, continue to grow rapidly. Egypt must either 
develop new sources of foreign exchange or adapt to lower 
levels of economic growth. 


Prices and Inflation 


The government of Egypt has followed a conscious policy 

of insulating the majority of consumers from the pressures 

of world inflation. The primary vehicle for this policy 

has been the subsidy system, expenditures on which have 

grown to L.E. 2 billion ($2.4 billion) in FY 81/82 of which 
L.E. 17 billion goes to subsidize the retail prices of basic 
commodities (wheat, flour, sugar, rice, tea, edible oil, 
butane gas, meat and corn) available to all consumers. While 
the subsidy system has accomplished its objective of assuring 
ample supplies at fixed and affordable prices for lower 
income groups, the system has required significant and 
annually increasing government budgetary resources. The 
budgeted (explicit) 1981/82 subsidy bill is equivalent to 

ll percent of projected GDP. Meanwhile, the cost of hidden 
energy subsidies is estimated at L.E. 3 billion. 


The government has been able to lower the rate of inflation 
as measured by the official consumer index from 18.7 percent 
in 1980 to 9.6 percent in 1981. Underlying inflationary 
pressues, reflected in monetary growth of 33 percent in the 
first ten months of 1981, are however significantly higher, 
although not felt directly by the majority of low-income 
consumers. Consumers whose market baskets include more non- 
subsidized, and especially imported, goods face considerably 
higher rates of inflation, (perhaps in the range of 20 to 30 
percent) reflecting increased world market prices and deprecia- 
tion of the Egyptian pound in the foreign exchange market. 


Economic Relations with Israel 


Economic and commercial relations with Israel grew 
steadily if modestly during 1981. The focus of the 
Egyptian/Israeli relationship remains centered on the 
Camp David peace process, leading to the return of the 
balance of Sinai to Egypt on April 25, 1982, and will 
continue with the Palestinian autonomy negotiations. 
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Summit meetings between Prime Minister Begin and President 
Sadat, and later President Mubarak, have helped provide 
an impetus for economic cooperation. Trade between the 
two countries remains dominated by the sale of over 

$500 million annually of Egyptian oil to Israel (40,000 
barrels/day or 2 million tons per year). These sales 
alone make Israel one of Egypt's major trading partners. 
Egyptian imports from Israel are much less. In late 1980, 
a transit point at El Arish was opened to facilitate 
cargo shipments as well as tourist movements. Direct 

air service between Egypt and Israel is conducted by 
carriers from both countries. The flow of Israeli 
tourists to Egypt is large and growing although very 

few Egyptian tourists go to Israel. 


ENERGY SECTOR 


The Egyptian petroleum industry has been the strongest 
sector in the economy since 1979 when Egyptian production 
increases coincided with the rapid rise in world oil 
Prices. The outlook continues to be favorable for 1982, 
despite the soft world oil market which prevailed during 
most of 1981 and which is expected to continue well into 
1982. While the oil sector accounted for less than 5 
percent of GDP in 1974, its share of GDP rose to nearly 
20 percent in 1981. Crude oil production during 1981 
averaged 635,000 barrels per day (b/d), a 7 percent 
increase over 1980 crude production, plus 45,000 b/d 

of natural gas and condensates. Three-fourths of Egypt's 
commodity export earnings now come from petroleum sales 
which totaled $2.7 billion in 1981. Egyptian oil export 
earnings are projected by the GOE to be $2.975 billion 
for FY 81-82 (July 1, 1981 - June 30, 1982). Proven 
petroleum reserves are estimated at 4.2 billion barrels, 
an 11 percent increase over 1980 reserve figures. 


While the current soft world oil market has caused Egyptian 
oil earnings to level off in the near term, promising new 
finds in 1980 and 1981 and the unvrecedented level of 
exploration planned for 1982 signal continued growth in 
oil production in the years ahead, possibly allowing 
Egypt to achieve its production target of one million 

b/d by mid-decade. The level of future Egyptian foreign 
exchange earnings from petroleum, however, will increas- 
ingly be dependent on the level of domestic consumption, 
now growing between 12-15 percent annually. The rapid 
growth of domestic consumption and its negative impact 

on oil earnings have prompted serious consideration of 
steps to curb consumption although no policy changes 

have yet been implemented. 
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The expansion of the Egyptian petroleum sector has also been 
reflected in moves to encourage natural gas exploration, 
production and distribution and in plans to build two 
new refineries at Assyout and Suez by 1986. Refinery 
capacity is expected to increase 43 percent between 

1980 and 1985, from 280,000 b/d to 400,000 b/d. Egypt's 
proven gas reserves, now estimated at 5.5 trillion 
cubic meters, are expected to increase substantially 

in the next ten years as exploration by foreign firms 
picks up. The Egyptian Government has also decreed 
that no gas exports will be allowed until reserves 
reach 12 trillion cubic meters. Meanwhile, Egyptian 
officials have already begun work to convert power 
plants from oil to natural gas in an effort to free 

up crude oil for export. 


Egyptian energy officials believe it will be necessary 
to more than treble power output by the year 2000 to 
meet domestic demand. In an effort to facilitate 
bilateral nuclear cooperation with supplier countries, 
Egypt ratified the Non-Proliferation Treaty in February 
1981 and, on October 7, 1981, signed a Safeguards 
Agreement with the International Atomic Energy Agency. 
The Egyptian Government has prepared and approved an 
ambitious nuclear power development program envision- 
ing the construction of 8 reactors and nuclear power 
plants with a total capacity of about 9600 MW over the 
next twenty years. Petroleum revenues are to be set 
aside ($500 million annually) to provide at least 

part of the funding for nuclear power development. 
Egypt signed nuclear cooperation agreements with the 
United States, France and West Germany and a technical 
nuclear cooperation agreement with the United Kingdom 
during 1981. The U.S.-Egypt Nuclear Cooperation 
Agreement entered into force on December 29, 1981. 
Egypt and Canada also signed a statement of principles 
to negotiate a nuclear cooperation agreement on 
January 17, 1982. The contract for the design of the 
first two reactors (900-1200 MW range) is expected to 
be awarded by the end of 1982, and the contract for 
the second two reactors is expected to be awarded in 
1983. 


BALANCE OF PAYMENTS 


Egypt's balance of payments, which improved sharply in early 
1980, turned downward in FY 1980/81. Both the trade 

and current accounts deficits increased. The outlook 

for 1982 is for continued balance of payments pressures. 

The capital account is hard pressed to cover the pro- 

jected current account deficits. Thus, Egyptian foreign 
exchange reserves may be stretched thin unless new 

foreign exchange sources can be tapped. 





Balance of Trade 


The trade accounts in FY 1980/81 (July 1980-June 1981) 
showed Egyptian receipts from commodity exports of 

$4.3 billion, up 28 percent from the comparable period 

a year earlier. Petroleum provided about sixty-five 
percent of these exports and generated about $2.7 

billion in foreign exchange receipts. Sales of petroleum 
products (bunker and jet fuel) earned additional foreign 
exchange, bringing total petroleum sector exports up over 
$3 billion. 


Egyptian top grade crude oil hit its highest price level 
ever - $40.50 per barrel -- in the first quarter of 
1981, but prices have declined and have been about $34 
per barrel for Gulf of Suez crude since November 1981. 


The second largest merchandise export is cotton. Cotton 
and cotton product exports earned $600 million in 1981 
based on an 1980/81 production level of 10.6 million 
metric qantars (1 gqantar = 50 kilograms of lint cotton) 
and exports (to be reflected in the 1982 balance of 
payments) expected to be in the range of $500 million 
because of lower world prices. 


The growth in commodity export earnings has been out- 
stripped by large and fast growing imports of a wide 
range of goodsand services. Imports in 1980/81 totaled 
$8.5 billion (L.E. 6 billion), 19 percent more than in 
1979/80, of which 27 percent of imports went for food 
and 25 percent for machinery and transportation equipment. 
With continued Egyptian requirements for food, consumer 
durables, investment goods and raw materials, it is 
difficult to foresee a decrease in import requirements, 
at least in the short run World inflationary pressures, 
population growth, and rising expectations compound the 
problem. 


Current Account Balance and Services 





Earnings from services have helped offset large trade 
deficits in recent years. Services sectors continue 
among the strongest elements of the Egyptian economy. 
Foreign exchange earnings from services in 1980/81 
totaled $5.4 billion, thirty percent above 1979 levels. 
The net services contribution to the balance of payments 
is $3 billion. Over one-half of the receipts came from 
remittances from Egyptian expatriate workers - either in 
the form of cash exchanged for local currency through the 
banking system or in the form of "own exchange imports" 
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under which privately earned or held foreign exchange 
can be traded and used to finance imports. There are 
perhaps two million Egyptians working overseas, many in 
OPEC nations. 


Tourism earnings in 1980/81 were nearly double the level 
of 1979. However, most recent tourism statistics are 
conflicting but suggest a rather sharp falloff, due 

both to a temporary slack in the number of visitors 

in the wake of the Sadat assassination and to a diversion 
of tourists' foreign exchange into the "own exchange" 
market as the gap between the official exchange rate 

and the free market rate has widened. Canal earnings 

in 1980/81 were nearly $800 million ($892 million in 
calendar year 1981), somewhat below earlier projections. 
Completion of the first phase renovation project to 
widen and deepen the canal in late 1980, and toll 
increases effective January 1, 1981, and January l, 
1982, helped boost canal earnings. 


Balance of Payments Projections 


Notwithstanding the significant favorable developments 
noted above, there are serious problems in Egypt's 
current account position. First, the rapid growth 

of imports is likely to continue although the high 
price of foreign exchange on the own exchange market 
has slowed private sector imports. The high rate of 
population growth, rising incomes and subsidized prices 
for imported basic commodities result in strong demand 
pressure which is likely to continue to far outstrip 
domestic production capacity. Unfortunately, the commodity - 
producing agricultural and industrial sectors do not 
significantly contribute to foreign exchange earnings. 


Second, exports of industrial products have declined 

in real terms since 1975, despite the government's 
efforts to support industrialization. In part, this 
reflects increased domestic demand; however, it also 

is symptomatic of insufficient orientation to or in- 
centives for export. This lack of industrial or 
agricultural exports has not been a major macro- 
economic problem as other sources have provided adequate 
foreign exchange. However, it has disturbing long-term 
implications. Many observers see an export-oriented 
industrial strategy as Egypt's best hope for long-term 
development and supplement to traditional foreign 
exchange earners. Rapid growth in the labor force, 
perhaps 400,000 new entrants per year, cannot continue 
to be absorbed indefinitely in government agencies or 
public sector companies. Nor, unfortunately, can 
agriculture be looked to as a major source of new 
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employment opportunities, given the limited availability 
of arable land,although there are currently shortages 
of farm labor. 


Added to these two longer term developments is the 
relatively recent leveling off in the four primary 
sources of foreign exchange earning growth over the 
past five years. The most evident concern is the 
soft international oil market. Egyptian oil export 
earnings for 1981/82 have already been revised down- 
ward to reflect the reduced prices. Soft interna- 
tional prices plus continued growth in local petro- 
leum consumption cause some in Egypt to wonder if 
oil export earnings may not level off, or even decline, 
in the coming years. 


Other major foreign exchange earners in the services 
account also are showing some rather negative trends. 
Official tourism and worker remittance figures are down, 
although much of that reduction is probably due to 
diversion of these revenues from the banking system 
into the own exchange market. Underlying these con- 
cerns is the possibility that the demand for Egyptian 
labor in the OPEC countries might slacken. Tourism is 
clearly off from previous levels as we enter 1982. 

Most consider this a temporary phenomenon and expect 
tourist revenues to expand, benefiting from significant 
new investment. Finally, Suez Canal revenues also show 
Signs of leveling off following several years of very 
rapid growth. This reflects, in part, the general re- 
cession with lower levels of trade and specifically the 
drop in oil tanker traffic. 


Capital Accounts 


The capital account also had shown considerable strength 
in recent years. Foreign assistance flows, primarily 
from the United States but also from Europe and Japan 

as well as the World Bank group, remain steady. Egypt's 
good credit rating enables it to obtain considerable 
commercial financing, primarily short-term letters of 
credit to finance imports. Officially supported export 
credits from several governments have provided sub- 
sidized financing for several large projects. Finally, 
private investment flows, while perhaps less than the 
government might have hoped for, are still a significant 
source of foreign exchange as well as employment genera- 
tion and the other benefits associated with such 
investments. 
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Recent official data for the balance of payments capital 
accounts areunavailable. Total inflows of non-monetary 
capital are estimated at $2.5 billion. Such levels have 
in the past covered the current account deficits, and, 
in some cases, contributed to an overall b/p surplus. 
With increased pressures on the current accounts, the 
capital accounts may need to be supplemented with ad- 
ditional loans or grants from abroad. 


FINANCIAL DEVELOPMENTS 


BANKING: Egypt has experienced a rapid growth in the 
banking sector in the past five years. Foreign banks, 
including a number of major U.S. banks, have come to 
Egypt in a variety of forms - joint ventures, off-shore 
branches, off-shore free zone banks, and representative 
offices. These banks have provided a variety of services 
- trade finance, term lending, and a variety of savings 
programs in both local and foreign currencies. At the 
same time the local Egyptian banks have also expanded 
their activities. As a result, today Egypt can offer 

a relatively sophisticated banking system. For example, 
local residents can hold foreign currency accounts at 
any bank in Egypt. During the second half of 1981, the 
Government Of Egypt began to impose increasing regula- 
tions on the banking sector. 


EXCHANGE RATES: There are three different exchange rates 
in Egypt. The official rate is still U.S. $1.00 equals 
L.E. 0.70. This rate, however, only applies to govern- 
ment transactions affecting the Ministry of Supply imports, 
petroleum and Suez Canal earnings. Effective August l, 
1981, the government created the "official incentive" 

rate of U.S. $1.00 equals L.E. 0.84. This rate covers 

all official transactions except the few exceptions noted 
above. Finally, the government allows free market dealings 
in foreign currency through the "own exchange" system. 
Those freely negotiated rates often run as much as twenty 
percent above the official incentive rate, that is to 

say in the neighborhood of U.S. $1.00 equals L.E. 1.00. 

The own exchange market provides about $1.2 billion per 
year. 


GOVERNMENT BUDGET: The current government expenditures 
for 1981/82 are equal to approximately 53 percent of GDP. 
There is considerable controversy over the organization 
of the budget, especially measurement of any budget 
deficit. The government of Egypt has stated that the 
1981/82 budget is balanced in the sense of not requiring 
recourse to domestic bank borrowing. However, with 
foreign borrowing more traditionally treated as financing 
rather than as revenue, the budget has now a net 

deficit of $2 to $3 billion. As was noted above, a major 
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non-productive burden on the budget is the subsidy cur- 
rently budgeted at 2 billion L.E. The new government min- 
isters have indicated a desire to trim all unnecessary 
expenditures in an attempt to control the budget process. 
The 1982/83 budget (July 1982 - June 1983) will be the 
best evidence of the program priorities of President 
Mubarak and his new economic team. 


DEBT: Egypt has accumulated relatively little debt burden. 
The debt service ratio is estimated as 15 percent of 
export earnings (or 5 percent of GDP), well within 
manageable limits. Egypt would seem to have the 
Capability to assume moderate amounts of additional 
debt for essential projects or to cover balance of 
payments shortfalls. Egypt's credit rating with inter- 
national bankers is reasonably strong, reflecting the 
political stability, strong international support, and 
the foreign exchange earning capabilities. Significant 
increased borrowing on commercial terms to cover new 
government requirements could, of course, quickly 
adversely affect the country's debt picture. 


INVESTMENT: Central to Egyptian Government efforts to 
mobilize investment resources has been the Open Door 
Policy -- which was first announced by President Sadat 
following the October 1973 war. The Open Door repre- 
sented an attempt to exploit the new opportunities 
existing in the international economic environment, and 
to attract capital from Arab, Western and Egyptian ex- 
patriate investors. 


The change represented a decision at the highest level 
of the Egyptian Government that Egypt's "old" economic 
policies were not benefitting the Egyptian people. The 
Open Door's basic principles include: (1) decentrali- 
zation of decision-making in the public economic sector; 
(2) reinvigorating Egypt's private sector by removing 
government constraints to enterprise; and (3) attracting 
foreign private capital. 


The public sector still accounts for the dominant share 
of industrial activity in Egypt, providing about three- 
quarters of investment and production. Current in- 
vestment priorities for the public sector are contained 
within the Five Year Plan (1980-84) and include: (1) 
agriculture and food security; (2) housing and utilities; 
and (3) transportation and communication. The new econ- 
omic ministers are developing a new five year plan to 
cover the period 1982-88. Indigenous private investment 
has been facilitated by the growing availability of 
private savings from remittances and the "own exchange" 
import system. 
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Law 43 of 1974, and subsequent amendments to it, remain 
central to government efforts to attract foreign par- 
ticipation in Egypt's development. Foreign investors 
have been encouraged tc form joint ventures with public 
sector entitites or private local investors. Benefits 
to Law 43 investors include guaranteees against nation- 
alization, exemption from public sector laws, exemption 
from certain customs duties, guaranteed repatriation of 
Capital and earnings, and exemption from taxes for 5-8 
years. In 1981, inflows of foreign private (non-oil) 
Capital are believed to have reached $500 million, up 
from $100 million only 4 years ago. 


ECONOMIC REFORMS 


The Egyptian economy has been insulated from many of the 
recent shocks in the international economy. Egyptian 
consumers have not faced world prices for energy or 

basic commodities. Both prices and wages have been held 
down significantly. As disparities between market and 
administrated prices grow, it becomes more and more 
difficult and costly to maintain the current system. At 
the January 1981 World Bank-sponsored Aswan Conference, there 
was considerable agreement between donor governments and 
the Egyptian auchorities on the problems and the types of 
reforms necessary to deal with those problems. 


As with any government, major changes in the status quo 

do not come easily. Changes will have to be gradual, 
targeted and politically acceptable; 1982, seems to have 
brought with it an increasing realization by Egyptian 
authorities that some changes will have to be made. 
President Mubarak has spoken very clearly and frankly to 
the Egyptian public about the economic challenges ahead. 
He is laying out broad policies and major objectives. He 
has tasked prominent Egyptian economists to provide 
recommendations on key issues. He convened a major 
economic conference in mid-February where fundamental 
economic strategies were debated. He has indicated he 
will move ahead with difficult decisions. President 
Mubarak told the National Press Club in Washington on 
February 5, "we know that such sweeping reform will entail 
sacrifices but we are most willing to give for the good of 
our country." 


IMPLICATIONS FOR U.S. BUSINESS 


Embassy's analyses and projections indicate that the 
market for imported goods and services will become more 
competitive and will have a slightly different mix than 
in past years. President Mubarak has placed a high 
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priority on intermediate and capital goods - "the pro- 
ductive sector" - rather than luxury non-essential 
imports - “the consumer sector." The new emphasis 
results both from the tightening of available foreign 
exchange and President Mubarak's desire for a more 
equitable distribution of Egypt's financial resources. 


U.S. exports to Egypt in 1981 reached an estimated 2.2 
billion dollars (about half of which were financed under 
USAID programs), about the same total as in 1980. The 
United States is Egypt's largest trading partner, providing 
about one-fifth of its total imports and receiving about one 
ninth ($500 million) of Egypt's exports. 


The construction industry is the fastest growing segment 

of the Egyptian economy. In 1981, Egypt imported an 
estimated $75 million of construction machinery from the 
U.S. out of a total of about $175 million. The 

projected growth rate for sales of construction machinery 

is estimated at 15-20 percent per year over the next several 
years. Lack of housing is one of the most acute problems 
that Egypt is currently facing. The demand for new units 

is about 250,000 new units per year, while about 100,000 
units are actually constructed in the formal housing sector. 
There is a large demand for new office buildings, hospitals, 
hotels, port facilities, roads and airports. 


United States building materials should also benefit from 

the rapid increase in new construction. In 1981, Egypt 
imported a total of about $900 million worth of building 
materials, about $75 million of which came from the U.S. 
Although the Mubarak Government emphasizes the development 

of domestic industries in this sector, che demand for imports 
is expected to continue to grow at about 20 to 25 percent 
during the next year. 


Food processing and packaging machinery has a growing market 
in Egypt. The emphasis on the development of agribusiness, 
both production and distribution, will likely result in 
substantial demand for agricultural equipment of all types. 
About one-third of Egypt's $30,000 of imports of agricultural 
machinery in 1981 came from the United States. Poultry and 
egg production equipment are much in demand. The fisheries 
and dairy industries are also developing briskly. The GOE 
continues to encourage the reclamation of vast areas of desert 
land for agriculture. A market thus exists in Egypt for a 
full range of agriculture and agribusiness projects with 
particular emphasis on irrigation system equipment, tractors 
and other production related products. 
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Computers and data processing equipment is a relatively 

new sector in the Egyptian economy but the market has 

grown quickly since the private sector was first per- 

mitted to operate in this field in 1977. While the 

Embassy does not expect rapid growth in this sector in 

1982, there is a potential for very rapid growth beginning 

in the mid-1980s. In 1981, Egypt imported about $10 million 
in business and computer equipment, about 10 percent of 

which came from the United States. Several U.S. and other 
foreign computer and data processing companies are established 
in Egypt and seem to be doing very well. Although the private 
sector, especially the banks and tourist industry are the 
major users, the public sector and growing industrial 
companies in the private sector are also prime targets. 


The hotel and tourist industry is another of Egypt's growth 
sectors. Capital development continues strong, in spite of 

a slight drop in tourism in late 1981 and early 1982. In 
light of the Egypt/Israel peace treaty and increasing 
perception of the stability of the Mubarak Government, tourism 
is expected to rebound and remain a profitable industry 
throughout the 1980s. In 1981, Egypt imported about $30 
million in hotel/restaurant equipment, less than 10 percent 
from the United States. The GOE has placed particular emphasis 
on the development of tourism along the Red Sea, in the Sinai 
and on the upgrading of hotel and tourist facilities in Upper 
Egypt. Assuming the availability of trained hotel personnel 
and managers, this sector can be expected to achieve most 

of its growth targets. 


New business opportunities should develop from the return to 
Egyptian sovereignty of the entire Sinai. The GOE is determined 
to provide infrastructure and all the requisite requirements 

to develop the industrial, agricultural and touristic potential 
of the Sinai. Of particular interest are plans to provide 
electrical power and water to the Sinai. These efforts could 
transform marginally feasible projects, such as the ferro- 
manganese plant at Abu Zeneima, into more profitable ones. 

Also of special interest is the planned development in the 
Northern Sinai of the plentiful natural fisheries. Plans 
include a modern packing and freezing plant for export to 
Europe, aS well as for transport to urban areas in Egypt. 


The investment climate hinges to a large extent on the shape 

of the new economic policies expected to be implemented during 
the 1982/83 budget year. Foreign investors, from the 

United States and other western countries still make regular 
calls in Egypt in pursuit of investment projects. The Open 
Door Policy, initiated in 1974 under Law 43, will probably take 
on new emphasis in the 1980s under President Mubarak. 
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We anticipate that foreign investors proposing projects which 
can be shown to benefit the broad mass of Egyptians will 
receive more favorable treatment. With a firm and clear set 
of economic policies and rules, Egypt could well become 

a more attractive place for foreign investors than in past 
years. The public sector, which accounts for 80 percent of 
industrial output, will continue to be a dominant force in 
the Egyptian economy. Nevertheless, private investors, both 
foreign and Egyptian, have demonstrated that they have the 
resourcefulness to compete and to cooperate with the well- 
established public sector. 


In summary, the climate in Egypt for U.S. investment is 
comprised of both challenges and ofportunities. The advent 

of peace, return of the Sinai and a new Egyptian President 
determined to confront Egypt's economic realities and to set a 
workable policy course present new opportunities. A tight 
foreign exchange situation will make the market tougher to 
penetrate but will provide opportunities for import 
substitution investments. American business is often 
relatively new to Egypt and must go against European 
competitors who know Egypt end the Middle East better. A 
patient style of market development usually leads to successful 
business dealings in Egypt. There is not only a large domestic 
market for U.S. goods and services and investments, but it is 
likely that the patient investor will have access to a larger 
regional market as well. There is good reason to believe that 
with adequate preparation and research, assisted by appropriate 
banking, financial and governmental information and services, 
U.S. business can significantly increase its presence and 
long-term market in Egypt. 








